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_> Letters to the editor, in whole or in part, are presented here as a contribution to current 


7 discussion of investment, economic and general financial subjects of public interest. 


BURLINGTON, VT. 

This communication won't contribute 
anything to investment knowledge, but I 
want to get something of] my chest. Let 
ters | get from firms selling securities tre 
quently recommend the sale ot a high-class 
stock for the purpose of buying another. 
Some of the arguments why such a step 
should be taken are well reasoned trom 
the basis of statistics. Still it seems to my 
New England viewpoint toward invest 
ments that 1 they are selected after study, 
and. self-communion, they should not be 
exchanged for others unless proot is strong, 
indeed, that one’s money will be better 
protected, Brokers ought to be Very cau 
tious about recommending a sale and re 
purchase, for a casual suggestion can cause 
doubt and uncertainty and result: in’ the 
liquidation of worthy stocks. 

F. Fi. 

EOS ANGELES, CALIF. 

It is interesting to many laymen, no 
doubt, to hear the Stock Exchange and 
its mechanism described by competent 
speakers, just as it is to hear experts tell 
about the machinery used by the Ford 
Motor Co. or General Motors in mass pro 
duction. Yet it seems to me_ that, tor 
these times, Stock Exchange educational 


\W ork 


method tor arousing business in stocks. 


might employ a more effective 
Prior to the 1930's, the Stock Exchange, 
including its firms, suffered from no lack 
of business. It was logical then for such 
educational work as was done to particu- 
larize about market technicalities, inas 
much as no need existed for stimulating 


business. But now the picture is turned 


around. Business is wanted, theretore the 
material with which business is done 
ought to be stressed. I refer to the list 
ot securities. The Stock Exchange and 
its firms are only instruments of service 
Public atten- 


tion should today be focused on the char- 


for traders and investors. 


acter and variety of securities which can 
be bought and sold on the Exchange, 
rather than on the Exchange, itself. 

L. S. C. 


PITTSBURGH, PA. 

Is it a fact that stockholders no 
longer have much interest in news about 
the companies that are using their money 
as capital, or in such other news as daily 
quotations ? My business -selling—takes 
me to many cities from Mid-Pennsylvania 
to the Mississippi, and so 1 look through 
a lot of newspapers. News of a stock 
market or nature has 
shrunk steadily during the last three or 


other financial 


four years. It is a big loss to me for, 
while | own only a few stocks and bonds, 
1 would like to find items about them 
when IT am away from my office. 

I realize that trading volume—one in 
dicator of the public’s interest—has been 
declining steadily. But there are more 
stockholders than ever before. Your own 
magazine points that out. 


S. McA.. J. 


FREEPORT, L. 1. 

While a flood of rhetoric is being turned 
loose about the dangers of inflation, how 
come so much emphasis is being laid on 
“the inflation of 


1917 and other years 


of the World War as a horrible example? 
The word, “inflation,” was seldom heard 
back there. Certainly it didn’t get much 
emphasis. Prices. were bid up, — sure 
enough, but people talked about rising 
prices, not inflation. Inflation did not 
come into common usage until the Ger 
man currency collapse of 1921 or so. And 
now everyone seems to be getting “het 
up” about the word, whereas all that’s yo- 
ing on is a price rise. Do we know what 


we are talking about? 


WARRENSBURG, N. Y. 


Coming from Ohio for an Adirondacks 
holiday after a lapse of 12 years, a copy 
of your magazine, left in the hotel lounge, 
surprised me considerably and supplied 
a flash-back in recollection to the Summer 
What's this, | thought, a publi 


cation dealing directly with stocks and yet 


of 1929. 


containing only matter-of-fact articles, 
without a “hot tip” among them? Yields! 
Who was concerned with dividend-income 


Who 
thought about investment when the sky 


in ‘29? Emphasis on investment! 


was the limit on speculative — profits? 
Thinking back, I recalled a fellow guest 

a stock broker—whose chatter about 
“trades” and “deals” bored the others of 
us stiff. I haven’t heard much about stocks 
this season, and what has been said has 
been subdued—and more intelligent. | 
like the atmosphere better than I did be 
fore, and feel that, maybe, the magazine 
reflects a wholesome change among. stock 
market people toward their trade. 


O. J. W. 
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A Call for A geressive Action 


HE great problem overshadowing 

the securities market mechanism 
for ten years has derived from a sharply 
lessened demand for its services. It has 
been as though a huge, modern dynamo 
were kept running at a quarter of its 
normal rate, while the market for elec- 
tric energy remained only partially de- 
veloped because ways to employ the 
dynamo’s full capacity were not com- 
pletely understood. 

A lack of public understanding of 
market facilities, notably those centered 
upon stock exchanges, has been fully 
realized. Now, however, a planned and 
implemented procedure to unite New 
York Stock Exchange firms, partners 
and employes in a joint enterprise to 
broaden the scope of public informa- 
tion, to improve brokerage services to 
the public and to arouse a wider owner- 
ship interest in listed securities, has 
been set in motion. 

The intelligent, working support of 
the entire Stock Exchange community 
is sought for the program which has 
been developed by the Association of 
Stock Exchange Firms. 

The plan provides for the reorgani- 
zation of the Association into a vigorous 
trade body. Heretofore, this adjunct of 
the Stock Exchange has been concerned 


chiefly with details of brokerage prac- 


tice. In a broad-gauged extension of its 
activities, which its members will be 
asked to approve shortly, a number of 
new objectives are to be sought, such as 
assistance to members in the appli- 
cation of an appropriate merchandis- 
ing technic to their business; aid to 
members in standardizing management 
policies among the firms; the exchange 
of ideas in respect to questions of mutual 
interest. 


Relations with the Public 


As respects relations of the Stock Ex- 
change community with the public, the 
program provides for continuous educa- 
tional work, by means of public ad- 
dresses, the radio and moving pictures; 
the enlargement of advertising and the 
maintenance of advertising standards; 
cooperation with public officials in pro- 
tecting investors against the sale of 
questionable securities, and other alert 
measures to impart accurate knowledge 
of securities and the facilities employed 
in the securities business. The program, 
as formulated, is designedly flexible, 
permitting a broadening of its scope as 
the effectiveness of the enterprise is 
tested and proved. 

In effect, the Association proposes that 
it be reorganized into a medium for 


bringing into common focus many of 


those internal and external activities 
which the Stock Exchange and member 
firms have heretofore conducted sep- 
arately. 

The Exchange, itself, by reason of 
constitutional limitations, as well as its 
functions as a market place, is restricted 
in what it can do in promoting the 
business of its member firms. Log 
ically, such promotional work is the 
duty of members and their partner- 
ships, by whom business is transacted 
with the public . . . by whom relations 
with investors are more closely main 
tained. With the efforts of the Stock 
Exchange and membership — closely 
joined, a national undertaking could 
be expected to gather a great deal of 
momentum along lines which have 
never been explored. 

The trade association has long been 
a feature of American business. It had 
its roots in the need for a sense of unity 
among men, firms and corporations as 
industrial development brought increas- 
ing perplexities into manufacturing and 
marketing operations. Annual conven- 
tions, in which a wealth of ideas are 
exchanged and general methods of 
procedure are discussed, have come to 
shape business policies with an impor- 
tant bearing upon the American way 


(continued on page 12) 








nt of earnings, preferred stocks 


\ \ TIVH the widespread improve 
ment 


listed on the Ne \W York Stock Exchange 
now are clearing up accumulated divi 


dends at a record rate. In the first nine 


: 
months of this year, 7 issues paid off 


their entire accumulations; 2 others took 
care of arrearages cither through re 
organizations or by exchange offers of 


stock: and at least 12 additional issues 


made substantial payments reducing 


irrearages. 


] 
By its selective pertormance, the mar- 
ket has for some time been emphasizing 


the desirability ot certain “oft-the- 


beaten-track” investments over some of 


the pivotal 


issues. Sections of the 


pre ferred list have been features of these 


1 


selective markets, and the reasons are 


readily apparent) when the circum 


stances surrounding some specific issues 
ire reviewed. Combining dividends in 


iggo and to date in 1g4t, General Out 
l 


COO! 


\dvertising, for example, has dis 
tributed $24.50 a share on its $4 Class A 


stock. Early in rggo it sold at 3734 (re- 


Y/ 


cent price about 41). In the same 


per iod, 


\ssociated Dry Goods Corp. 


paid $37 on its 7 per cent second pre 


terred. Since January, tg40, the stock 


8 


has moved from 78!'g to g8!5. 


Some other large distributions have 
been Wheeling Steel Corp. 6 per cent 
preterred, $40.50; A. M. Byers Co. 
Keith-Al 


er cent preferred, $29.56; 


1 
} 
t 


bee-Orpheum Corp. 7 per cent con- 
vertible preferred, $29.75; and S. Blum- 
enthal and Co. 7 per cent cumulative 


While 


against arrearages cannot properly be 


preferred, $19.25. payments 
classified as yield, they may be used to 
reduce the original cost of the holding. 

All told, 116 issues started the year 
with dividend accumulations; 104 are 


sull in arrears, thus leaving a wide 


range of situations yet to be acted upon, 
Continuing its policy of presenting fac- 
tual information relating to listed se- 
curities, THe Excuance publishes in 
the table below some recent data on a 
number of these stocks. Public response 
to previous articles in which Stock 
Exchange securities were discussed has 
definitely indicated that the distribu- 
tion of this data fills a real need. In- 
sofar as it is possible, THe Excuance 
will continue to present statistics of this 
sort, which are not in any way a recom- 
mendation of these particular securities, 
for the benefit of those who desire to 
keep informed of market events. 
That the list presents a reasonable 
degree of opportunity, even in periods 
of dull and selective markets, is ap- 
parent from a survey of recent perform- 
ances. Only in such times more diligent 
search into individual investment values 
is required, and less reliance is to be 
placed upon the movements of the 


market as a whole. 





American Locomotive Company 
7¢¢ Cumulative Pfd. 
American Woolen Company 
7°¢ Cumulative Pfd. . 
Associated Dry Goods Corp. 
7°« Cumulative Second Pfd. 
S. Blumenthal & Co.. Ine. 
7° Cumulative Pfd. 
Byers, Co. 
7°¢ Cumulative 


A. M. 
Part. Pfd. 
General Cable Corp. 

7% Cumulative Pfd. 
General Steel Castings Corp. 

$6 Cumulative Pfd. 
International Paper & Power Co. 

5% Cumulative Conv. Pid. 
The National Supply Co. 

6% Prior Pfd. .. . 

514% Conv. Pr. Pfd. 
Pere Marquette Ry. Co. 

5% Cumulative Prior Ptd. 
Revere Copper and Brass, Ine. 
7% Cumulative Pfd. 
514°° Cumulative Pfd. 
Warner Bros. Pictures. Ine. 

$3.85 Cumulative Pfd. 
*26 Wks. to 5 31 41. 





REPORTED FIRST-HALF EARNINGS AND APPROXIMATE 
DIVIDEND ARREARAGES ON FOURTEEN 
CUMULATIVE PREFERRED STOCKS 


No recommendation of or solicitation of an order to buy or sell any of these securities 


is hereby intended, this list being merely illustrative of the accompanying text 


Half-Year Approx. 


Earnings Arrearages to Recent 
Per Share Oct. 1, 1941 Price 
$ 6.08 $42.75 $91 
14.01 78.00 7814 
2.14 15.50 981. 
32.33 21.00 8812 
11.08 2a15 99%, 
13.70 52.50 9512 
16.91 61.50 77% 
7.30 5.00 685% 
7.61 8.25 75 
7.61 7.56 6612 
16.3 18.75 51% 
19.9] 50.75 119 
19.9] 13.13 78 
31.69 33.69 T0142 






















FEAR OF 


To Tue Epiror, 
Tue EXCHANGE: 

A few months ago many estimates 
of liquidating values of holding com- 
panies were given wide publicity. In 
almost all cases these estimates were 
based entirely upon a capitalization of 
earnings applicable to common stocks, 
plus market value or par of the senior 
securities of operating companies owned 
by the parent. 

In most instances these estimates indi- 
cated that the value of the assets of 
holding companies was far in excess of 
Holding 


company securities responded favorably 


the then current market value. 


to this development but have since lost 
all that gain. Certain Securities and Ex- 
change Commission orders have rudely 
jolted some of these sanguine proph- 
ecies and it seems clear that a basis for 
a more realistic approach to the question 
of liquidating values must be found. 

In the two years since war broke out 
in Europe, the average market value of 
high-grade public utility operating com- 
pany common stocks has declined about 
22 per cent. This is only slightly more 
than the decline in the Dow-Jones in- 
dustrial same 


average during this 


period. The average price of holding 


company preferred stocks with arrears, 


ANALYSIS 


SHRINKAGE MAY BE OVERDONE 


Ne j VA 











on the other hand, has decreased about 
30 per cent and the average price of 
holding company common stocks has 
This really 


has been a continuation of a trend which 


dropped over 54 per cent. 


was in evidence almost since the pas- 
Public Utility Holding 


sage of the 


Company Act. 


Fear Accentuates Decline 


hold- 


ing company stocks is only partially 


The tremendous decline in 
accounted for by the leverage existing 
in the capital structure of most holding 
companies. Some of the depreciation 
has undoubtedly been due to SEC ac- 
tions focusing attention on certain vul- 
nerable situations. Another substantial 
part can only be explained by fear— 
largely fear of the effects of aggressive 
application of Section 11 of the Hold- 
ing Company Act. 

The SEC 


for hearings to be held in several cases 


has recently issued orders 


where large inflationary items are 
alleged to be included in the property 
accounts of operating subsidiaries of 
registered holding companies. There 
appear to be two principal threats im- 
plied in these cases: (1) that the SEC 
will order a stoppage of dividends and 
owned by the 


interest on securities 


What Are 
6% Utility Holding 


IN LIGHT OF SEC STEPS 


c= [pqcompany 
i Securities Worth? 










INDICATES 


IN SPECIFIC CASES... 


parent. This would have the effect, 
first, of threatening the continuity of 
dividends and interest on the holding 
company’s securities, and second, of 
sharply reducing the value which the 
market would place on the holding 
company’s assets in liquidation, And 
(2) the SEC might require the holding 
company provide additional equity 
either in cash or by the contribution of 
senior securities which it owns in its 
subsidiaries. 

A study of these recent orders and 
other actions of the SEC indicates, how- 
ever, that much of the uncertainty as 
to the procedures to be followed in ad- 
“death sen- 


ministering the so-called 


tence” provisions of the Holding Com- 


pany Act has been eliminated—many 
important questions have been an- 
swered. If much of the uncertainty is 


eliminated, then much of the fear should 
also be ended. 

It appears that the SEC regards hold- 
ing companies as fiduciaries. In other 
words, the relationship of a holding 
company to its subsidiaries is that of 
a trustee and, accordingly, the propriety 
of all past intercompany transactions 
should be judged on this basis. It 1s 
important to understand this, since it 


is the answer to why the SEC may re- 











quire additional equity for companies 
with inflationary items in their balance 
sheets. It also indicates that holding 
companies will not be permitted to 
profit from purchases of subsidiary se- 
curities in the open market. 

It would also seem clear that the SEC 
will not permit the distribution to the 
public of securities which do not have 
a sound equity in assets after the elim- 
ination of inflationary items, and after 
providing an adequate depreciation re- 
serve. 

On the basis of these assumptions, no 
question should be raised in the case 
of a company with a sound capitaliza- 
tion and with no inflation in its assets. 
Two cases of companies with allegedly 
top-heavy capital structures and inflated 
assets will be before the Commission 
shortly. The notice and order for hear- 
ings in these cases contained clues to 
the ways in which these conditions can 
be corrected and the subsidiaries’ se- 
curities prepared for distribution to the 
public, 

In the case of Florida Power & Light 
the SEC declared that assets were in- 
lated by about $40,000,000. The parent, 
American Power & Light, owns $22,- 
000,000 of debentures and $4,347,700 
of preferred stock. This simplifies the 
solution, since the donation of the senior 
securities owned by American Power & 
Light should provide an adequate re- 
serve which, with the restatement of 
common, would eliminate the entire 
write-up and leave the company with 
a common stock having a real equity 


in property. 


Pennsylvania Power & Light 

The case of Pennsylvania Power & 
Light is much more difficult, however. 
The SEC found some $46,477,000 of 
write-ups and declared that the cost 
to the parent, National Power & Light, 
of its interest in the operating company 
was actually less than nothing—a profit 
therefore, 


of $2,507,000. It appears, 


that the Commission could require a 
recapitalization which, if based on prop- 
erty value less write-ups, would elimi- 
nate or sharply reduce the equity owned 
by National Power & Light. This is, 
of course, a drastic solution which seems 
most unlikely since the company con- 
sistently produces $4,000,000 to $5,000,- 
ooo of earnings for the common stock. 

A more likely solution would be an 
order prohibiting Pennsylvania Power 
& Light from paying any dividends on 
its common stock and requiring that its 
earnings be used to write off the in- 
flationary items. This would, of course, 
sharply reduce the value which one 
could place on this company’s earn- 
ing power. 

National Power & Light has one 
other possible solution—to contribute 
in cash an amount sufficient to elim- 
inate the write-ups. It seems that a 
reasonable guess as to the final out- 
come would be a combination of some 
cash contribution and a partial restric- 
tion on dividends. 

Value of Holding Appraised 
The important thing is that, in any 
event, the value of this holding of Na- 
tional Power & Light is worth far less 
than a simple capitalization of common 
earnings would indicate. If cash is con- 
tributed, it can earn only 3! per cent 
to about 6! per cent, depending upon 
whether bonds are retired or new prop- 
erty added. The market, on the other 
hand, would hardly be apt to capitalize 
these additional common earnings at 
more than ten times. In other words, 
the company would have to earn 10 
per cent on the contributed cash in or- 
der to have the value of its equity in- 
crease by the amount of the contribu- 
tion. 

It seems reasonable to assume that 
where holding companies own securi- 
tile which do not represent equity in 
depreciated original cost to the system, 


they have the alternative of contributing 


cash or senior securities to correct the 
situation, or of losing their equity in 
a reorganization, The decision will un- 
doubtedly be determined by comparing 
earning power with the amount neces- 


sary to be contributed. 


Basis for Measuring Values 

The inescapable conclusion appears 
to be that the only conservative basis 
for determining the fundamental or 
sound value of a holding company’s 
assets is to assume, first, that all senior 
securities which it owns will be sub- 
ordinated to those owned by the pub- 
lic, and then to determine the parent 
company’s equity in depreciated orig- 
inal cost of property and other assets. 
This must, of course, be adjusted down- 
ward where earnings are inadequate to 
support property values, 

If this is used as a starting point and 
a conservative capitalization is assumed 
for each operating company, then a 
capitalization of the earnings applic- 
able to the parent’s equity in the com- 
pany is possible. This would represent 
a reasonable potential value, whereas in 
most cases the equity in depreciated 
original cost of property represents a 
minimum value. 

A study of a broad list of holding 
company securities on this basis indi- 
cates that there are many weak points 
and that some holders can expect bad 
shocks. On the other hand, many are 
selling for far less than their indicated 
equity in depreciated original cost of 


property. 


Will Take One to Five Years 

It is impossible to estimate the time 
which will be required for adjustments 
in each case, but in most cases it will 
probably be one to five years. 

By far the most feasible method of 
accomplishing liquidation is to make 
exchange offers to senior — security 
holders and/or sell enough assets to 


(continued on page 12) 
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ites stocks vs. bonds as sound 
investments, a much discussed sub- 
ject of the 1920's, is about to be revived 
in New York as a legislative, as well 
as a financial, topic. A joint committee 
of the Legislature is slated to hold hear- 
ings next month on the advisability of 
permitting a part of life insurance com- 
pany reserves to be invested in equities. 
Why? 

Figures throw light on the answer. 
On the more than $30,800,000,000 of ad- 
mitted assets of legal reserve life com- 
panies, income has receded heavily in 
recent years. The bulk of these assets 
are invested in bonds and real estate 
mortgages. The rate of interest, taking 
the mean of invested life company 
funds for 100 American companies, de- 
clined from 5.27 per cent in 1920-24 to 
4.36 per cent in 1935-39, according to 
statistics in The Spectator Yearbook, the 
manual of life company records. 


This represents a fall of 17 per cent 


a) 
~ *@ 
. 


MULL 


GALLOWAY 


in the rate of interest return. At an 
average rate of 4.36 per cent, the domes- 
tic life insurance industry is earning 
about $280,000,000 less per year on its 


admitted assets than it would have 





INVESTMENT YIELDS 


How the yields on various classes of 
investments compare is a question 
which is receiving increasing attention 
from many sides. A comparison. re- 
cently compiled by THE ExcHANGE, is 
shown below. 

Per Cent Yield 


United States Government 


Re eee ee 1.8—1.9 
Savings Bank Deposits... 1.5 —2.0 
Municipal Bonds ....... 2:0—2.4 
Corporate Industrial 

Bonds, first grade..... 2.42.8 
Yield to Beneficiaries on 

Funds Left with Life 

Companies. .........00: = 
Preferred Stocks ........ 4.5—5.5 
Common Stocks ........ 6.5—7.5 











earned on an equivalent amount of in 
vestments in 1920. This is a matter of 
considerable moment as respects the 
net cost of insurance to policy holders. 
Premium charges which are affected by 
the amount of income earned on re 
serves have been tending upward as 
interest rates decline. The thought that 
dividends on selected common. stocks 
would increase the average yield on in- 
surance company holdings is one incen- 


tive for the New York State hearings. 
Scarcity of Investments 


Another is the current scarcity of cer- 
tain investments, especially “legal” 
bonds, after several years of meager new 
corporate and municipal financing. 

On the basis of past performance, old- 
established common stocks, along with 
preferred issues, supply a strong argu- 
ment for any long-term investment pro 
cedure, both as to income and capital 
appreciation. In pursuance of its studies 
the joint committee has had the New 
York Stock Exchange prepare a study 
of listed stocks, covering the 20 years 
subsequent to January 1, 1921. The 
Stock Exchange worked from a_ base 
which involved the theoretical invest- 
ment of approximately $100,000 in each 
of 20 selected common, and 10 pre- 
ferred, issues. The results, as of Janu- 
ary 1, 1941, are shown in the table on 
page 16. 

Such an investment of $2,976,950 in 
the selected common and_ preferred 
stocks would, for the period, have re- 
turned average cash dividends, annually, 
of 15.4 per cent, and capital appreciation 
would have exceeded 233 per cent on 
the money invested. 

The exhibit records a growth of in- 
vested principal which seems startling 
until it is recalled that from 1921 
through the early 1930's, the expansion 
of assets and earnings of many listed 
corporations was capitalized by  split- 
ups, stock dividends, the issuance of 
(continued on page 16) 








¢o0D STO 


By WALDO W. SELLEW 





HE finer, hair-splitting elements of 
investment technique used to inter- 
est me greatly, but no more. Ratios of 
price to earnings, buying and selling 
areas, leverages, resistance points, infla- 
tion hedges, and the industrial aver- 
ages—all have been abandoned, with 
goodwill to those who are partial to 
technicalities but without regret. 
When I have a little money to invest, 
a few shares of an 
old-established com- 
pany, representing 
an industry of 
proved durability, 
are bought and laid 
away. Good stocks 
are worth having 


for several reasons. 





Good stocks, in my 
lexicon, are stocks which have paid 
dividends without many lapses, if any, 
for twenty years or longer. Some may 
respond to analysis more strongly than 
A Ford and a 


Chevrolet differ, but they both have 


others, but what of it? 


merit as motor cars. 

Perhaps the purchase of well-placed 
stocks, regardless, is a haphazard way 
to invest. Probably many opportunities 
mentioned in brokers’ letters are missed 
when an investor follows no_ precise 
method of investing in stocks. I often 
pay too much, as subsequent reference 
A dividend 


is omitted temporarily now and then, 


to daily quotations shows. 


and that hurts the same way it would 


cxs 4 


as P 


hurt any other stockholder whose re- 
sources are not large. But it is seldom 
that an aged-in-the-wood stock of an 
essential industry, which operates free 
of restrictions in open competition, goes 
completely “sour.” 

And as to dividends: a top-flight cor- 
poration may, and sometimes does, 
omit its payments, but then the stock- 
holder has reason to look forward to 
a resumption and, in the meantime, 
he can find satisfaction in the owner- 
ship of a real asset. It is a pleasant feel- 
ing to know that the property in which 
he has an interest possesses a long rec- 
ord of productivity. Dividends were 
paid when they were earned, and, in 
most of the years over a long stretch, 
they were earned. Experience says that 


they will be earned again. 


Yield of 7 Per Cent on Holdings 


Some of my stocks passed their divi- 
dends in the early and middle 1930’s, 
but every one was later resumed. All 
of them, acquired from time to time in 
odd-lots, are now paying dividends and, 
because of defense contracts in certain 
cases, an occasional extra comes along, 
too. If the average income receded for 
two or three years during the Great 
Depression, the continuing average 
since the delinquent returned to the 
dividend column has been, and is today, 
higher than it was in 1937. 
The average yield which 
I receive on a dozen dif- 
ferent issues is a shade 
more than 7 per cent. 

The taboo against buy- 
ing stocks to put away is, 
I know, observed rigidly 


by partisans of managed 





ersonal Assets 


investments. They would deplore a 
method which hinged upon a hit-or-miss 
procedure that did not even attempt to 
“time” purchases. in reference to the po- 
sition of Dow-Jones averages or a chart 
line. They would argue that astute 
switches from one stock to another are 
effective in increasing one’s income and 
strengthening one’s capital position. 
Well, I used to switch—plenty—and 
all it usually brought me was a cer- 
tificate with a different corporate name 
on it. I do not advocate that a stock 
be put into a safe deposit box and 
forgotten. Mine are reviewed period- 
ically. I 


closely, and learn all I can about the 


follow reports of earnings 


companies that are employing my 
money. But unless a strong reason 
comes up, I do not switch any more. 
I've had the assistance of advisors, 
but a glance over the record persuades 
me that results would have been better 
if purchases had been haphazard— 
among stocks of excellent repute—than 
those attained by accepting guidance 
and following complex formulae. 
Justification for a lack of investment 
system is found in the experience of 
several friends. One, who, for a long 
time, has bought into a good stock 
when he had the money, owns some 
du Pont which cost 16014, some more 
for which he paid 94%—and a third 
lot that actually cost him 
3254 in 1932 or 1933! Is 
there anything discourag- 


ing in that kind of buy- 


Another bought, and 
kept, American Tel. & 
Tel. at 142, an additional 


odd-lot at 120%, several 
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ks between 100 and 112 and a siz- 
amount at 87Y,, when the market 

was away off back in the bad days 
oi the *30’s. Of course, these are ex- 
ceptional stocks, and it would be easy 
to say that the buyers simply were 
lucky. But you don’t have to rise to the 
St itosphere in order to get parallel r¢c- 
sults. You can buy good stocks that, 
the time of purchase, are not pay- 
ing dividends but stand high in the 
industries they represent, and some day 
both price and dividends will justify 
the purchase. Some call unsystematized 
buying “averaging.” I do not think 
about averaging at all. I merely select 
a stock and buy when the money is 


available. 
Good Stocks Usually Marketable 
There is something else to consider. 


Good stocks, of long-established cor- 


porations, are usually marketable un- 


“Good stocks, of long-established corporations, are usually marketable under most imagin- 


able conditions. Marketability is important and influences me in making investments.” 


der most imaginable conditions. Mar 
ketability is important and influences 
me in making investments—although | 
own a stock or two which have thin 
markets, indeed, yet are among the best 
I have. Super-marketability is some 
thing to value, for you never can tell! 

I know aman who owns a house that 
he has been trying to sell for three 
years. He first priced it at $12,000, then 
marked it down to $10,000, then to 
$8,500, without attracting a respectable 
offer. Another man of my acquaintance 
owns an undeveloped plot of land 
which he bought with the thought of 
selling at a price higher than he paid 
when the time came for his children 
to go to college. He has carried the 
land for 15 years. Two years ago he 
offered the property at a price which 
would return him his original outlay, 
but would not cover the taxes he had 


paid. He has not yet found a buyer. 




































































































Compared with such exhibits ol 
frozen assets, investments in old-estab 
lished stocks have many comforting 
features. Besides, when you simply buy 
them without a lot of brain-twisting 
effort in tortuous analysis, which may 
find an eclipse in some unexpected ce 
velopment tomor 
row, investment. is 
simplihed. There is 
no mystery about it. 
But isn’t it difficult 
to find acceptable 
stocks which make 


stock investment 





simple, you may 
ask ? 

Just take a look at the record. The 
first glance could be directed into th¢ 
June issue of Tre Excuance. A 
list was printed in it of more than 5 
common stocks listed on the Stock Ex 
change which have paid dividends for 
46 years or longer, and are still paying. 

The investor who bought any ot 
them, taking at random such stocks as 
these trom the list Westinghous« A 
Brake, Diamond Match, Standard O1 
of N. J., Procter & Gamble, General 
Mills, General Electric, 


and Union Pacitic—has not done so 


United Fruit 
badly, has he? Even if he bought them 
a quarter century ago, and put mori 


money into them now and then? 


Twenty-year Payers Plentiful 

Stocks that have paid dividends with 
out a break for 20 years are fairly plenti 
ful. Still, a dividend pedigree imparts 
to a good stock only al single branch of 
its family tree. There is such a thing, 
as I see it, as “quality” to be considered 
in making stock investments, just as in 
the case of household furnishings o1 
any other intimate possessions. Good 
stocks, as evidence of solid) properts 


ownership, are not to be sneezed . 


] 
at any time, whatever their) mar] 


appraisal may be in’ other people 


estimation. 














By J. William Smallwood 


ROBABLY no one is more puzzled 
by the unprecedented wave of con- 
tradictory reports on the gasoline and 
fuel oil situation than the average 
holder of oil securities. It is especially 
dificult for him to adjust his thinking 
along lines of gasoline curfews and 
rationing of supplies when for years 
the major problems of the industry ap- 
peared to be the control of overpro- 
duction of crude oil and the balancing 
of refinery operations so as to keep 
inventories from becoming unwieldy. 
So the investor, quite naturally, is 


saying, “Are the industry's gross sales 


going to fall off Are profits likely to 


be cut down heavily? Where am I 


heading as an oil company shareholder 


in war time?” Perhaps a brief review 
of the situation may help clarify some 
of its elements. 

At the outbreak of the war expecta- 
tions among oil security holders were 


call 


upon the American oil industry for vast 


that mechanized warfare would 
new supplies of its products. When the 
contrary took place and our export 
markets dwindled because of the cur- 
tailment of civilian use of petroleum 
products abroad, the investor became 
reconciled to the continuance of a more 
or less normal situation in the industry. 

The outlook appeared to be for a 
continued increase in domestic demand 
with profits depending mainly upon the 
ability to control costs and to maintain 


balanced operations. Just when it looked 








AVERAGE RETAIL GASOLINE PRICES IN 50 REPRESENTATIVE CITIES 
(Averages of First-of-Month-Prices in Cents per Gallon Exclusive of Taxes) 
1941 1940 1939 1938 1937 
January , 12.17 13.53 13.32 14.29 14.13 
February . . . 12.18 13.43 13.11] 14.28 14.13 
March 12.27 13.34 13.04 14.25 14.51 
April 12.42 13.17 13.07 14.23 14.7] 
May 13.1] 12.9] 13.16 14.18 14.76 
June 13.69 12.66 13.22 14.22 14.69 
July 13.82 12.53 13.40 14.16 14.68 
August ~ » SST 12.58 13.28 14.20 14.77 
September. . . 2.30 13.38 14.02 14.72 
October . ; 12.20 13.52 13.76 14.8] 
November 12.21 13.65 13.69 14.68 
December 12.09 13.51 33.52 14.41 








Gs. 


-O 
STANDARD o1L CO- 


as though this was one big industry 
which could easily meet in its stride all 
military and civilian requirements for 
its products, rumblings began to be 
heard of difficulties in supplying the 
Eastern Seaboard because of a diversion 
of tankships to the British. In the inter- 
vening months the gasoline situation 
has become a subject of sensational an- 
nouncements from Washington and 
front-page newspaper articles which 
have confused rather than clarified the 
picture. 

To stockholders in the oil group listed 
on the New York Stock Exchange the 
threat of a gasoline shortage means 


more than the possibility of having to 


cut down on the use of their automo- 
biles. Based on the August 30, 1941, 


market prices of the common shares of 
the 37 petroleum companies listed on 
the Exchange, they have a stake of 
$4,157,482,000 in the industry. This is 
11.8 per cent of the total value of all 


common stocks listed on the Exchange. 


Output at All-Time High Level 


Principally responsible for many of 
the prevailing misconceptions is the re- 
current use of the term “shortage” in 
describing the present situation. This 
term implies an insufficiency of supplies 
and has given rise to the feeling held 
by some that our difficulties result from 
the shipment of petroleum products 


(continued on page 14) 
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Newcomers to the 
Trading List... 


THE MASTER 
ELECTRIC COMPANY 


Common Stock, *1 par value 


TICKER SYMBOL: MAE 





HE Master 


whose common stock was admitted 


Electric Company, 
to trading on the New York Stock Ex 
change on Sept. 15, manufactures elec 


trical such 


equipment for use in 
diversified industries as opucal goods, 
tobacco, plastics, food, cement, paint 
and roller bearings, as well as radio 
broadcasting. 

Electric motors, of both standard and 
special design, constitute the principal 
output. Customers are notably the pro 


ducers of motor-driven 


machinery. 


Last year sales were made to customers 


Right 


“nd Below: 


ae 
UIpment of The 


in more than FO industries. 


/ 


In point of 


market diversity, motors and other 


products were bought by approximately 
4,700 customers and sales to manufac- 
turers engaged in any one industry did 
not aggregate more than 12 per cent of 
the total gross sales in 1940. 

The 


company is a prominent. pro- 


ducer of gear head motors. Another 
product which it has recently  de- 
veloped is “the speed ranger,” which 


is a patented mechanical device that 


makes possible the transmission — of 
power at variable speeds without the 
use of gears. A number of products 
which figure indirectly in defense pro- 
duction are made, and the company 1s 
cooperating with the Federal Govern 
ment in the development of certain 
equipment for national defense. 


The company’s statement of sales and 


Master FE i 
ster Electric Company 





net profits for the past five years and 


the first three months of 1941 follows: 


Net Sales Net Incom 
1936 $3,218,703 $429,037 
1937 4,604,919 601,767 
1938 2,867,731 347457 
1939 3,998,197 691,572 
1940 5,406,758 793,912 
1st 3 Mos. 1g41 1,769,609 229,413 


Dividends in 1940 amounted to $2.40 
per share. In addition, a 34 per cent 
stock dividend was declared last No- 
vember, while in November, 1939, a 
stock dividend of 15 per cent was voted 
by the directors. The only occasion in 
eight years when money was borrowed 
for working capital purposes was last 
June, when a $250,000 ninety-day bank 
loan was arranged in order to provide 
for increasing business. 

Operations are contained entirely in 
a single plant, situated at Dayton, Ohio, 
upon a six-acre tract of land. Additional 
nearby land is also owned. Offices and 
storage space are maintained in a dozen 
cities from coast to coast, which serve 
sales outlets. As compared with net 
sales of $5,466,000 in 1940, the manage- 
ment expressed a belief in the listing 
statement that the plant now has an an- 


nual production capacity of $10,000,000, 















































& past five and one-half years have been 


as follows: 





‘ JOY MANUFACTURING 
COMPANY 


Common Stock, *1 par value 





TICKER SYMBOL: JOY 





a industries supposedly are a 
rarity. But those who watch the 
new listings on the New York Stock 
Exchange see them appear continually. 
A recent example is the development 
of highly mechanized mobile equip- 
ment for loading bituminous coal in 
mines. Equipment of this type is pro- 
duced by Joy Manufacturing Company, 
whose common stock was admitted to 
trading on the New York Stock Ex- 
change on Sept. 15. As recently as 1933 
there were only 541 mobile coal loaders 
in use in the United States, of which 
408 were estimated to be Joy loaders. 
By 1938 the total had grown to 1,513, 
with the Joy Company’s production ac- 
counting for 1,201. 

After coal has been loosened by blast- 
ing, these mechanical loaders take it 
directly from the working face of the 
mine, by means of a gathering arm, 
and load it into a mine car, shuttle car, 
or conveyor. The machines are mounted 
on caterpillar treads, so designed that 
they can also be run over tracks, in the 
event that is necessary. Large capacity, 
with compactness of design to permit 
operation in the narrow space of a coal 
The 


rated capacities of the Joy Manufactur- 


seam, are the primary features. 


ing Company’s various models of load- 


ers range from 1 ton to 5 tons of coal! 


a minute, with the smallest 


units only 26 inches in 
height, and the largest, 48 
inches. 

The company also manu- 
factures mine shuttle cars 
and chain conveyors. The 
shuttle cars, powered by elec- 
tric batteries and mounted 
on rubber tires, eliminate the 


necessity of tracks between 


the working face of the 
mine and the main-line 
haulage route. : 


Output of Joy Manufac- 
turing currently is at an all- 
time high level. In the nine 
months Oct., 1940, through 
June, 1941, the company produced a 


total of 


602 loaders, and 


conveyors 
shuttle cars. This compares with 657 in 
the twelve months ended Sept. 30, 1940. 
Sales have been stimulated in recent 
years by the mine shuttle car, first: in- 
troduced in 1938. Since that time more 
than 520 of these vehicles have been 
sold. Three new models of loaders also 
have been developed since 1935, with 
the result, the company says, that it 
now has a complete line of loading 
equipment for bituminous coal mining. 

Net sales and net income reported by 


the company and its predecessor for the 


Net Sales Net Incom 
1936 $2,917,243 $ 681,099 
1937 3,494,137 631,766 
1938 2.45374! 304,908 
9g Mos. to 
9 30 39 2,245,189 413,710 


Year ended 


9 30 40 $5,128,034 $1,084,915 
8 Mos. to 
5/ 31/41 3,999,490 724,090 


tons of bi- 


Joy 


equipment in 1939, the company re- 


Approximately 75,000,000 


tuminous coal were loaded by 


ports. This was about 75 per cent of 
79 





A mine Shuttle ny 
the total quantity of bituminous coal 
loaded by all types of mobile loaders, 
and about 181 per cent of all the soft 
coal mined in the United States during 
that year. 

A priority status for the maintenance 
and repair of mining machinery and 
equipment has been given to the min- 
ing industry by the Office of Price Ad- 
ministration and Civilian Supply, it 1s 
reported. And a blanket A-3 preference 
rating for the manufacture of such 
equipment has been granted to Joy 
Manufacturing Company by the Office 


of Production Management. 








“What Are We Waiting For?”’ 


‘yr thought publicly expressed 
about selected common stocks 
centers just how upon the same, precise 
investment objective in three Eastern 
cities—Boston, Albany and New York. 
The impulse which is stimulating in- 
terest. in equities in these localities 
springs from different sources, and, in 
consequence, the results of research and 
sales effort promise to attract wide at- 
tenuon in the financial industry. 

In Boston, 16 brokerage firms, chiefly 
houses with memberships on the New 
York and Boston Stock Exchanges, are 
jointly engaged in a campaign to im- 
press the facts surrounding “good 
stocks” upon New England investors. 
It is a cooperative enterprise such as 
Boston never saw before, inasmuch as 


the stocks being emphasized are issues 


A ggressive Action 
(continued from page 1) 


of life. In the field of banking, the asso- 
ciation idea has been employed to knit 
widely separated institutions into a unit. 

The Stock Exchange community has 
ample precedents to refer to when it 
comes to formulating ways and means 
to carry the program through effec- 
tively. The trade association is a busi- 
ness-arousing implement with which 
many investors are familiar. To see the 
Exchange and its far-flung organization 
adopt up-to-date methods for directing 
customer attention to their facilities and 
to the securities bought and sold on the 
floor should awaken a responsive chord 
among that have been 


many groups 


paying little attention to a humdrum 
securities market. Nothing has devel- 
oped during the long period of dullness 
to show that a fundamental change has 
occurred in the public’s attitude toward 


securities as investments. The ingredient 


which have long been available in the 
market. Another precedent has been 
set in that the group has inserted large- 
space advertisements in all of the 
city’s newspapers, carrying the slogan 
which is quoted as the heading of this 
article. 

The theme of the campaign is this: 
“Just as any retail merchant at certain 
times has merchandise of exceptionally 
good value, so we in the securities busi- 
ness have today certain merchandise in 
the form of certain stocks that seem to 
possess fine value, represented by exist- 
ing yields.” 

The appeal to investors is being built 
against a background of current eco- 
nomic facts, including stock yields, in- 
dustrial production, department store 


The 


sales, bank deposits and so on. 


which has seemed to be lacking is a 
fresh emphasis upon the usefulness of 
the Exchange and its listed issues to 
individual investors. 

The opportunity to present the prac- 
tical meaning of the securities industry 
to the nation is offered in the new pro- 
gram. Its acceptance—with enthusiasm 
—is urged upon all those engaged in 


listed market services. 


Holding Companies 
(continued from page 4) 


retire senior securities, and then distrib- 
ute the remaining assets to stockholders. 

In this connection it should be noted 
that it will very probably be necessary 
for many companies to recapitalize first. 
This 


holding company has preferred stock 


appears necessary wherever a 
which is not adequately covered by 
sound assets. 


In these cases it is important to re- 


speculative urge is absent from the ad 
vertising and “sales talks”—all the em 
phasis is on investment. 

From a similar angle—aimed at yields 
and values—the State of New York is 
engaged in a close study of equities as 
a possible field for the investment of 
life insurance company reserves. Public 
hearings on the question are scheduled 
for next month in New York City, ac 
cording to an announcement by Murray 
L. Watt, counsel to the joint legislative 
committee which is making the in 
quiry. In this issue of Tue Excranai 


a discussion of the character of life 
company portfolios is presented; and, 
by coincidence, an article by a private 


Waldo W. 


into the three-cities-preoccupation with 


investor—Mr. Sellew—fits 


common stocks as investments. 


capitalize into all common. stock to 
facilitate the distribution of assets after 
debts have been liquidated. The Com- 
mission has set a precedent which leads 
to the conclusion that in most cases the 
preferred stockholders will get about 
g5 per cent of the new common stock. 
To summarize, it appears that the 
SEC’s ideas and plans for the adminis- 
tration of Section 11 of the Holding 
Company Act have crystallized to a 
large extent in recent months. It should 
be emphasized, however, that the as- 
sumptions made and conclusions drawn 
from the recent orders of the SEC are 
simply the opinions the writer has 
arrived at in attempting to develop a 
realistic basis for appraising holding 
company securities. 
Harrie T. Sea 
New York City, Sept. 12, 1941. 


views held per- 
Mr. Shea, and is not to be construed 


The foregoing represents the 
sonally by 
as reflecting 
Magazine. 


an opinion by the Editors of this 


Is the Market 


Discounting a 


Ceiling on Earnings? 





COMPARISONS WITH 1937 SUGGEST 
THAT STOCK PRICES HAVE LARGELY 
TAKEN INTO ACCOUNT LIMITS 
TO FUTURE PROFITS 





WRITE-OFF of $21,150,000,000! 
A Stock values have declined by 
that amount since early in 1937. The 
current situation is that much less favor- 
able, in the opinion of speculators and 
investors, despite earnings and dividends 
equaling the 1937 level. 

The causes to which this mark-down 
in prices is attributed have received ex- 
tensive publicity and are generally 
known. A leading business magazine 
has made this summary of one phase of 
the situation: “Speculative confidence 
is diminishing because speculators and 
investors no longer feel satisfied that an 
increase in industrial turnover is sure 
to produce a rise in earnings and divi- 
dends.” 

While the defense activity has 
brought broad benefits to labor and to 
business management, it appears only 
to have multiplied the problems of the 
investor. From his appraisal of security 
values, it is evident that he finds slight 
solace in the moderately improved divi- 
dends. 

If the investor is getting the short 
end of the stick, just how short is it? 

National income in the first six 
months of this year was about 3.0 per 
cent higher than in the same period 
in 1929. The main components of this 


figure of total income received by all 


individuals in the country are: (1) 
wages and salaries; (2) relief payments, 
unemployment benefits and_ pensions; 
(3) property income from dividends 
and interest, and (4) income from 
rents and royalties and enterprise in- 
come withdrawn by proprietors and 


partners. 
Trend of Payments 


Since 1929 wages and salaries have 
gained g.4 per cent; relief payments and 
pensions have increased by 203.5 per 
cent. Dividends and interest have de- 
clined by 24.8 per cent; and proprietor 
income has fallen off by 9.4 per cent. 

That’s the measure of labor’s larger 
share of national income, and capital's 
smaller share—or “profitless prosperity” 
in the making. 

Popular supposition has this trend 
mirrored in the stock market more 
strongly than elsewhere. But interest 
rates on bank deposits and bond issues 
have declined much more sharply than 
share dividends. 

They have been cut practically in 
half, while dividends on stocks listed 
on the New York Stock Exchange are 
only 19 per cent below their 1929 peak. 

And despite an additional $29,000,000,- 
ooo of Government securities outstand- 


ing, disbursements on shares listed on 


the New York Stock Exchange still 
make up approximately one-fourth of 
all dividend and interest payments in 


the country, as they did in 1929. 
Dividend Total 


The total of all dividends and interest 
payments in the first six months was 
$4,467,000,000. Of this, distributions on 
New York Stock Exchange listed stocks 
accounted for approximately $1,126,- 
000,000, 

There can be no doubt that, to an 
extent, the requirements of national 
safety are supplanting the desire for 
profits as the prime economic motive. 
But one is not of necessity incompatible 
with the other. 

Business and Government are today 
cooperating more perfectly than in 
many years. The Government is pay- 
ing for much of the new plant capacity 
needed to fill defense orders, which may 
be expected to alleviate some of the 
problems of over-expansion in private 
industry. The arrangements under 
which private manufacturers are oper- 
ating Government-owned plants appear 
to be satisfactory to the interests con- 
cerned. And business groups generally 
have advocated the higher taxes which 


are now being enacted. 
Larger Turnover Needed for Profit 


It cannot be disputed that the long- 
term trend is toward a lower ratio of 
net profits to gross volume of business. 
A larger and larger turnover continu- 
ally is needed to maintain profits at a 
steady level. 

But the rush toward a “profitless 
prosperity” appears scarcely as headlong 
as some have supposed—not so long, 
anyway, as dividends on New York 
Stock Exchange listed stocks are with- 
in 19 per cent of their 1929 top. And 
there is the possibility that the market, 
by its lassitude in the face of rising in- 
dustrial activity, already has discounted 


whatever trend does exist. 








The Outlook for Petroleum Securities 


(continued from page 8) 


abroad, both of which are contradicted 


by the facts. Production of crude oil 
in the United States has been running 
alt all-time high levels, being last re- 
ported ds averaging Over 4,000,000 bar 
rels daily as compared with an aver 


age of 3,656,000_ barrels daily a year 
ago, While our exports for the first half 
of this year were at the lowest level in 
over eighteen years. 

There is no doubt that the industry 
has a big job ahead of it in satisfying 
all demands, while it is hampered by 
dithculties of transportation and_ pro- 
curement of necessary supplies. In view 
of its record of successfully handling 
the seemingly insurmountable problems 
with which it has been confronted in 
the past, there is every reason to believe 
that it will solve current problems. The 
moderate curtailment of consumption 
in a large part of the Eastern area of 
the country, resulting solely from a 
shortage of transportation facilities, ap- 
pears to be definitely temporary as every 
effort to remedy this bottleneck in the 


petroleum industry's service is being 





made. New pipe line and tanker con- 
strucuon is expected to provide the 
equivalent of transportation service ren- 
dered by the diverted tankers. Mean- 
while, existing pipe line and other 
transportation facilities are being util- 
ized to their maximum capacities and, 
although this is resulting in a consider- 
able increase in cost of operations, it 
should go far in alleviating the emer- 
gency. If additional tankers are trans- 
ferred, the situation will be aggravated 
but it will be only a question of time 
before new transportation facilities are 


provided. 


Sees No Decline in Demand 

By and large, there do not appear 
to be adequate reasons why stock- 
holders in the prominent oil companies 
should become apprehensive about cur- 
tailed markets, as the demand for petro- 
leum faces no decline that can be fore- 
seen at this time. 

The change in the oil situation to one 
of tightening of supplies has quite nat- 


urally resulted in some firming of prices 


Construction work on 

the new oil pipe line 

from Portland, Me., 
to Montreal. 


with resultant increases in earnings. 
An analysis of recent trends reveals that 
price increases reflect principally a cor- 
rection of factors responsible for the 
unusually low prices which had _pre- 
vailed, as well as higher operating costs 


incurred by the industry. 


Factors Favoring Profits 

The main influence making for im- 
proved margins is price stability. The 
industry has never suffered from lack 
of markets, but overproduction and 
recurrent price wars have been respon- 
sible for an inadequate return on capital 
invested. Unreasonable price fixing 
does not appear to be a threat to the 
industry’s welfare at this time. From 
a longer range viewpoint, however, 
many thoughtful investors will watch 
with misgivings the intrusion of gov- 
ernment control and its implications 
for the future. 

The loss of export markets following 
the outbreak of the war two years ago, 
when the industry was increasing oper- 
ations in anticipation of larger de- 
mands, resulted in the backing-up of 
supplies in many areas with an adverse 
effect on the price structure. Conse- 
quently, average gasoline prices de- 
clined and by December, 1940, reached 
the lowest levels in nearly twenty years. 
With expanding industrial activity and 
requirements of the defense program 
resulting in a larger increase in petro- 
leum consumption than anticipated, the 
downward trend was reversed this year 
and gasoline prices in fifty representa- 
tive cities as of August 1 averaged 
13.87¢ a gallon as compared with 12.58¢ 
a gallon on August 1, 1940, 13.25¢ a 
gallon on August 1, 1939, and 14.20¢ 
a gallon on August 1, 193%. 

Earnings of a group of leading oil 
companies in 1940 increased approxi- 
mately 15 per cent over 1939, with the 
improvement largely due to the favor- 
able results of the early part of the year 


(continued on page 17) 
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(hey say we are living in a changed 
economy, asserted the brusque Westerner 
who dropped in to swap an idea or two. 
So what? Leave the war out of it, and go 
back to 1933 when the change is said to 
have started. Did new laws touch off the 
alteration? Did a new political set-up up- 
set our old economy, or have the old rules 
of caveat emptor and laissez faire been 
thrown into the discard? If you say yes to 
any, or all, of these questions, I'll agree up 
to a point, but there’s a lot more to the 
change than most people imagine. 


»« 


We hedged, on the basis that such in- 
formation as we had came from reputedly 
reliable sources but was not guaranteed, 
giving the visitor a convenient opening. 

Our changed economy, he rattled on, is 
the result, mostly, of American industry 
coming of age, along with something else 
that Pll mention in its place. Coming of 
age, which is not saying that industry has 
matured—when you reach 21 you are a 
long way from maturity. The 1920's saw 
industry have its final youthful splurge be 
tore beginning to settle down. Laws aflect- 
ing industry and securities came along in 
the *30’s as a kind of celebration of the 
event, and business men needn't worry 
and fret about ‘em. Adjustments have to 
be made, but flexible business minds are 
always being adjusted to something new. 
The trouble with the securities business is 
that it was grooved for fifty years, and 
hates to think of going modern. 


« 


It you'll go back a little, and take a run- 
ning start, you can travel right along with 
me. The early pioneers developed the West, 
but what did they do it with? The im- 
plements carried in their covered wagons 
were mostly made abroad. We didn’t have 
any factories worth mentioning for a long 
time. But factories dd become established, 
and capital increased, but what kind of 
capital was it? Speculative, for large re- 


turns. Because capital could earn big 






cCoumcvestT CUMT. $7 





returns, it worked to double and redouble, 
and double again, the size of industry— 
many industries. In time a_ breathing 
space became necessary, and, more than 
that, it was forced upon the country. 
How? By a lack of new, expansive ideas. 
A succession of great inventions—the 
steam locomotive, the telephone, the gas 
engine, the airplane and so on—had sup 
ported the speculative economy in which 
we lived. All of a sudden, there didn’t 
seem to be any great, new ideas at all, but 
a lot of older ideas could be improved. 


That's what has been going on since 1920. 


»« 


That's our new economy consoli 
dating the industrial progress of 150 years. 
There isn’t so much money in it as there 
was in the speculative economy, but we'll 
get along, thinking more about invest- 
ment, as we should, until some grand, 
new industrial idea turns up. 


We said it was fine to have a puzzle 
solved so completely. But there might be 
some delay before a revolutionary inven 
tion was devised. The return of peace, in 
due course, would probably cause a great 
preoccupation of industry with an inter 
What would be the 
situation in industry and the securities 


national problem. 


market if they were left suspended in a 
static “investment economy,” with an 
immense amount of reconstruction work 
to be done in many countries? With many 
nations dependent upon American mills 
for supplies and a scramble for capital 
practically certain to keep bankers awake 
nights all around the globe? 


A static economy! he interrupted. 
There’s no such thing, and if you want 
to look into the future, push aside any pre 
conceived notions that peace will introduce 
a long depression. Don’t limit your imag 
ination to mere replacements ol things 
that bombs and shells have destroyed. 
Atter the shooting stops, the development 
of great stretches of territory in Africa, 
Asia and South America wil! get under 
way. The airplane instead of the ox-team 
will provide transportation across frontiers 
never yet crossed. Medical science will 
make jungle and wilderness habitable 
where white men have, thus far, been un 
able to live. Raw materials as yet undis 
covered will be opened to commerce. 
Markets undreamed of will unfold them 
selves, and capital will find a vast amount 


of new work to do. 


All part of an “investment economy,” 
we remarked, faintly. All to be done 
without the rise of speculative excitement. 
Just the opposite of the speculative econ 
omy which saw the American wilderness 
populated, industries built’ from scratch 
and expanded into immensity, cities cre 
ated where the buffalo roamed—without 
descending into poetry, we declared, how 
can you forecast the same results in 
Atrica’s uncharted reaches as were at 
tained in the growth of America, without 


speculation? Huge speculation? 


Well, the visitor said, my own imagina 
tion may have leaped over some of the 
intervening stages, but the way I foresee 
how modern machines and the improved 
sciences will speed up the development ot 
millions of acres of wild country in Africa, 
the old speculative economy won't have 
time to apply! Industrial advancement 
will be so rapid in the jungle that, in no 
time at all, it will be evened up with the 
situation in so-called civilized countries. 
Just you wait and see if it doesn’t work 
out that way. 








Broadened Scope for Life Company Investments? 


(continued from page 5) 


rights, etc. These were some of the 
common stocks included in the study: 
American Can, General Electric, Ameri- 
can Telephone & Telegraph, Interna 
tional Harvester, General Motors, Corn 
Products, National Biscuit, and others 


ranked among the most prominent and 


were to become widened in_ scope. 

In New York, life companies may 
now invest in qualified preferred stocks 
to an amount not to exceed 2 per cent 
of the buyer’s admitted assets, and not 
more than 10 per cent of a corporate 


stock issue may be acquired for a life 





Financial Return Resulting from a Twenty-Y ear Investment of $100,000 in Each of 
20 Selected Common Stocks 


Value of shares held as of 1/1, 41 


Amount received from sales of rights 


Amount received from shares obtained from stock dividends 


were later called for redemption 
Total as of 11 41 

Capital investment as of 1 1 21 
Appreciation in capital 


Cash dividends received 


Average annual cash dividends received over 20-year period provided a 


$8,256,628 

ar 231,112 
which 

74911 

8,562,651 

1,978,250 


6,584,401 
75954,537 


yield of 19.9 per cent on original investment of $1,978,250. 


The appreciation of the original holdings at the end of the 20-year period was 


a little more than 330 per cent. 


Financial Return from a Like Investment in 10 Selected Preferred Stocks 


Value of shares held as of 1 1 41 


Capital investment as of 1 1, 21 
Appreciation in capital 


Cash dividends received 


Average annual cash dividends received over 20-year period provided a 


yield of 6.5 per cent on $98,700. 


$1,355,913 


998,76 0 


3575113 
1,291,290 


The appreciation of the preferred stock holdings was about 35 per cent during 


the period. 





long-seasoned issues of the stock list. 

A problem for the hearing is to de- 
cide whether the record commends 
selected common stocks as media for 
maintaining stability in an insurance 
company portfolio. The prime requisite 
for a fiduciary fund is protection of 
principal—this requirement taking 
precedence over income. No precedents 
would be broken if legislative permis- 


sion, covering selected common stocks, 


16 


company’s portfolio. Certain guaran- 
teed stocks are allowed. In 14 other 
States stocks may be acquired under 
prescribed conditions and within pre- 
scribed limits. These States, according to 
1939 legislative records, were Arkansas, 
Connecticut, Delaware, Georgia, Idaho, 
Indiana, Louisiana, Maine, Maryland, 
Mississippi, New Jersey, Ohio, Texas 
and West Virginia. 


But in all the States where equities 


meeting prescribed standards may be 
acquired, life company trustees have 
been conservative, and to date only 
small percentages of admitted assets con- 
sist of stocks. 

The 


surance Company, for example, re- 


Connecticut General Life In- 
ported, in 1939, $153,063,000, book value, 
of bonds and stocks, of which a little 
more than 5 per cent was accounted for 
Mutual’s 


statement that year showed combined 


by stocks. The Connecticut 
bond and stock holdings of $155,447,000, 
book value, with stocks providing 8 per 
cent of the total. The huge Prudential 
Insurance Company showed, in its 1939 
report, bond and stock book values 
amounting to $2,284,700,000, of which a 
shade was in 


more than 3 per cent 


stocks. These totals and percentages 
were derived from Moody’s Manual. 

Companies incorporated in States 
where investments in stocks are per- 
mitted under law, with restrictions care- 
fully prescribed, reported admitted as- 
sets in 1939 of approximately $8,760,- 
000,000, or nearly 30 per cent of the 
nation’s $30,800,000,000 total. 

When any State contemplates the re- 
vision of law respecting fiduciary in- 
vestments, it is obvious that the per- 
formance of securities must be taken 
into account. The fluctuating character 
of equity values injects a factor which is 
less pronounced in the case of legal 
bonds and first mortgages on real prop- 
erty. All comment which has dealt with 
stocks as life company holdings hesitates 
when it comes to the matter of constant 
principal valuation, but the fact that 
studies of equities are being pursued, or 
considered, in several States, contains 
one important element as applied to the 
securities business. 

That is found in the evidence that 
stocks with long dividend records, 
backed by substantial assets and earn- 
ing power, have gained much ground 
in recent years as investments, instead 


of being labeled speculations. 


Petroleum Securities 


(continued from page 14) 


when profits were aided by the unusu- 
ally high fuel oil demand. Throughout 
most of last year, however, prices and 


earnings declined sharply, which trend 


offset by the earnings recovery regis- 
tered in the second quarter, so that 
combined profits of 29 major petroleum 
companies for the first six months of 
1941 totaled $224,711,243 compared with 
$228,596,019 in the first half of 1g4o. 


Domestic demand for all petroleum 


and August demands continued to 
show approximately the same rate of 
increase and, although domestic con- 
sumption for the balance of the year 
should reflect curtailment on the Auan- 


tic Seaboard, the total demand is ex- 


pected to continue above last year with 


conunued through the first four months — products in the first half of 1941 in- any declines in the East being offset by 


of 1941, so that oil company reports for creased 10 per cent and total demand, further gains in the rest of the country 
« ran] « 


é 


the first quarter this year made unsatis- after allowing for the drop in exports, 





: and an anticipated increase in exports. 
s factory comparisons with the initial gained 5.7 per cent over the first half Thus, continuation of the annual in- 
| period of 1940. Much of this loss was of last year. It is estimated that July crease in consumption seems assured. 
dy 
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9 MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 

= 1941 low 

* MONTH END DATA AUGUST JULY JUNE AUGUST 

n ROR EU, es SS Ge a ws Se Ge ee 1.164 1.163 1.163 1.451 

“5 a: Shewe Tnemes Sadied 2k sce ee ee ee we Uw me 6 OD 1.233 1.229 1,232 1.230 
3. Par Value of Bonds Listed . (Mil. Ss) 56.101 56.041 56.159 53.914 
i; Bend leew tae 2k KK ee % so OS L272 R27) 1.278 1.348 

eS 5. Total Stock and/or Bond Issuers . . . . . . . . . (No) L277 1.275 1.279 1.295 
r- 6. Market Value of Listed Shares (Mil. $) $1,472 11.651 39.608 10.706 
ie 7. Market Value of Listed Bonds a a ea ee eee 53.217 53.260 53.201 19.239 

8. Market Value of All Listed Securities 2. 2... 0. 0. 2.) (Mil. S) 91.689 91914 92.815 89.945 

sil 9. Flat Average Price—All Share Issues . . 2. . 2...) OCS) 39.59 39.62 38.02 36.61 
),- 10. Shares: Market Value — Shares Listed . 2. 2. 2. 2... OOS) 28.32 28.16 27.07 28.00 
1e 11. Bonds: Market Value — Par Value . ....... =«¢S) 91.86 95.04 91.80 91.33 

12. Stock Price Index (12/31/2100) . . . 2... « « (&) 56.5 56.7 54.0 55.6 
13. Shares in Short Interest . . . . . . «6 « «© « « » (Thou) 170 187 179 174 

eC 14. Member Borrowings oe ee ee (Mil. S$) 513 104 116 
n- Per Cent of Market Value of Listed Shares 2. 2. 2 (%) 1.24 0.97 1.05 
re 15. N. Y. S. E. Members’ Branch Offices . . . . . . ~~ (No.) 887 899 898 1.032 
16. Total Non-Member Correspondent Offices . . . . . .  (No.) 2.997 3.009 3.074 3.381 
“nh 
er DATA FOR FULL MONTH 
- 17. Reported Share Volume .......... . . (Thou) 10.875 17.873 10.462 7.615 

Daily Average (Incl. Saturdays) . . 2... 1)... 6tCThou.) 118 687 118 282 

al Daily Average (Exel. Saturdays) . 2. . . 2...) . Of Thou.) 161 765 168 307 

p- Ratio to Listed Shares ip te wie ee - ein OD 0.714 1.22 0.72 0.52 
th 18. Total Share Volume (Incl. Odd Lots) . . . . . . ).) (Thou. 22.226 13.740 10.4120 

19. Money Value of Total Share Sales . . . . 2...) OC Thou.S) 522,475 350.116 270.471 

- 20. Reported Bond Volume (Par Value) . . . . . . . (Thou.$) 140.157 189.118 119.126 79.705 
nt Daily Average (Incl. Saturdays) . . . .. .. =. =. +¢Thou.$) 5.391 Kf 5.977 2.952 

vat Daily Average (Exel. Saturdays) . (Thou. S$) 6.073 8.111 6.519 3.311 

: Ratio to Par Value of Listed Bonds . . 2. 2. 1. 2. 1 6%) 250 337 268 49 

” 21. Total Bond Volume (Par Value) ....... =... ¢Thou.$) 201.056 153.363 62.421 
ns 22. Money Value of Total Bond Sales . . . . . .. . . +'¢Thou.S) 98.27 78.206 I3.57 
he 23. N. Y. S. E. Memberships Transferred . 2. . . . 2.) . . ¢No.) 1 5 tH I 

MP kK KR Rw we S He OH 34.000 27.500 25.333 10,000 
24. Stock Clearing Corporation: 

vat Average Price of Settled Shares . 2... 0... ee OES) 19.5 20.8 22.0) 22.1 

ds, 

n- Notes: Items 13. 14, 18. 19, 21, 22 and 24 are as of ledgers which normally reflect transactions up to the close of the 

second full preceding business day. “For description of new series, see Member Borrowings Release of Feb- 

nd ruary 3, 1941. 
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*SHARE 


in American 
Enterprise 


Every day new investors avail themselves of 
Stock Exchange and member firm services. to 
become part owners of America’s oldest and 


best-known business enterprises. 


‘Voday they see more to the transaction than a 
share of stock bought at a price, with the expec- 
tation of a profit. There is pride of ownership 
... pride in participating in the concerns which 
are engaged in the task of national defense or 
in fulfilling the everyday needs of the American 


people. 


* 


Securities ownership, widely distributed and 
available to all, is as much a part of the demo- 
cratic ideal as is the universal use of the articles 

automobiles, telephones, radios, refrigerators 

which give to this country the highest stand- 
ard of living in the world. “Through it, people 
in America—in addition to enjoying the benefits 
of the goods produced—have a lasting proprie- 
tary interest in the economic system which cre- 


ates them. 


* 


GALLOWAY PHOTOS 
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